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1.7 This Operating Practice provides definitions, reguiatory
requirements, assignment of responsibilities for nontariffed
activities, contract coordination contacts and affiliate transaction
rules in order to assist SWBT personnel entering into contracts for

the provision of these activities in following the requirements for
these contracts.

1.8  The contracts referred to in this Operating Practice should be
interpreted to include any oral or written agreements in which
nontariffed activities are provided by SWBT to both affiliated and
non-affiliated outside entities. This Operating Practice does not
cover purchase contracts, with the exception of transactions with
affiliates, as covered in this Operating Practice in Section 10,

Purchases from Affliiates. All other information r?ardi ‘
purchases can be found in Operating Practice 11 gugmm
and Contracting Policies.

1.9  Oral contracts present substantial risks and should not be used for
affifete transactions. Non-sffiiete oral contracts are discouraged
except in very unusual circumstances involving minimal amounts

of . Employees into oral contracts must document
m"mnofmoconm & short time after agreement is
reached. This document shouid be signed and dated by the
mbynm and, if possible, the other party’s signature should be
obtained.

PROPRIETARY
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20 PURPOSE

2.1

2.2

23

24

The purpose of this Operating Practice is to establish the
procedures to be followed by all departments of SWBT for contract
administration and reporting of nontariffed activities provided
under contract and to establish the policy for ensuring compliance
with the FCC affiliate transaction accounting safeguards for
purchases from and sales to affiliated companies.

This O Practice will assign respongibility for the elements
of the process which“i:gludo classification, :

' ' , and reporting for billing, accounting
mmmmu:podﬁcmbiﬂﬁ:m licy, activities IF.and
audit trail for sales o, and purchases from affiates.

This Practice describes the regulatory requirements for
nom?fmd% provided under conr.gact

mmmhmfm' and m mu;unf‘ in

the sttachments, will facilitate the contract process and assist
SWET personnel entering into a contract to provide nontariffed
activities to outside entities.

PROPRIETARY
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3.0 DEFINITIONS

31 General - The definitions in this Operating Practice provide a
common understanding for terms used in reiation to contracts

COVQﬂng NOﬂtlﬁﬂ.d that SWBT provid
entities, and in affiiate transactions, | to outside
3.101

- Revenues and expenses which net
down to operating income as reported on the

SWET reguiated books. This means revenues
and expenses included in rogm gpomng

3.102 - Sales, leases, license agreements or any

prov ofmorproducubySMTmretumfor
the rocmpt of any type of revenues, commissions or

3.103 %Bdl Communmﬁom Research, inc. and any of
.?BC) and all subsidiaries of SBC other

3.104 - Any of several activities that SWBT
that are provided to SBC and any of

's other
gac s her subeid exclusively utiilzing primari

3.108 ml\mmseh includes
being transferred or provided to
SWET from an afffiate or from SWBT to an affliiate.

3.108

(FCC) in cooemawn This method is a forward-
'“‘.523.% otner T
m.m«mmunk

mwiﬂbodincuy
mtho activity. The remaining costs
will be between regulated and non-
regulated . Cost causal factors are

used whenever possible, and the remaining costs are
apportioned on the basis of a general aliocator.

3107 e o e aooks. Tois genersily

means revenues and expenses not allowed for
reguiatory reporting.

PROPRIETARY

Not for use or disclosure outside Southwestem Bell
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3.108 Q_WPQ - Any document that memorializes Activiti
Affliiate Transactions. es or

3.109 ggnmmgm - A departmental representative
who has primary rupomobillty for the administration of a
specific contract. Usually, the Contract Administrator is

either the Product Managor a Contract Manager or th
Service Provider. egerorihe

3.110 Qqnmmm% - A Procurement Contracting
representative who may act as the Contract
Administrator for a specific contract.

3.111

Oat Allocation Manual (CAM) - A manual prepared by
WeBT t mplo cost aliocation standards and
umﬂnaadopnd the FCC to apportion costs

gm.n service and nonreguiated
activities. CAMnhoinduduammmcﬁon
descriptions and methods. The CAM uses an
attributable cost . The CAM is filed with and

3.112 Those activities that are not subject to Title
me FCC or are no reguiated by the

state utility commissions and/or the FCC.

3113 Those activities that were provided under
m FCC tariff, but are now provided without

tariff, duotoachangomthoFCCoerulu

3.114 - A good faith estimate
developed via methods routinely used by the general business

community such as appraisals, catalog listings, competitive
bids, replacement cost of an asset, net realizable value of an
asset, sales to third parties, etc.

3.118 WAMM\;
all costs to

3.116

es the o iting
pfovbbn Incrementsi cost studies, as
d‘m%T may include direct costs
thltmay

PROPRIETARY

Not for use or disclosure outside Southwestern Bell
Telephone Company except under written agreement.
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3.117 In%‘ tal - Those nontariffed Activities that have been
traditionally provided as incidental to tariffed services, are
an outgrowth of regulated operations, are not a separate
line-of-business, and fall within the revenue limitation
established by the FCC. The revenues of an Incidental
activity, when aggregated with the revenues of other
Incidental Activities, must not exceed one percent of total
company annual regulated operating revenues.

3.118 W%-As«%in%nZh
0 elecommunications Act of 1998, includes the

following interLATA services which SWBT and SBC

affliates can provide, without a te affiliate, to the
extent that ratepayers or compe are not adversely
affected.

- Transmissions incidental to the provision of video, audio or
other programming services to the public

- Alarm monitoring

- Interactive video and Internet services to schools

- Commercial mobile services

- Information storage and retrieval

- Signaling information related to provision of exchange or
exchange access services

- Network control signaling information receipt and/or
provision to other inter LATA common carriers

3.119 degugrds - The Telecommunications Act

1996 pro hat SWA may not discriminate in favor of
any 272 affiliate in the provision or procurement of goods,

services, facilities and information, or in the establishment of
s A

3.120 Nan-incidental - Those nontariffed Activities that are not
incidental. This could inciude Regulated services,
Nonreguisted services that are line-of-business activities,
and those former Incidental activities that would cause
SWBT Incidentai revenues, in the aggregate, to exceed
one percent of total company annual regulated operating
revenues,

PROPRIETARY
Not for use or disclosure cutside Southwestern Beil
Telephone Company except under written agreement.
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3.121

3.122

3.123

3.124

3.128

3128

3127

3.128

Nonregulated - Those Activities that are not classified as
common carrier communications services for purposes of
Title It of the Communications Act of 1934, as amended.

This includes preemptively deregulated services and
excludes those activities classified as Incidental.

N%]mm - Those Activities that are not provided under
either state or FCC tariff.

W - Any of those activities that are
not prov u either state or FCC tariff but receive
reguiated accounting and cost allocation treatment.

Opergtion, Installation. or Maintengnce (OI&M) - A provision
of the Telecommunications Act of 1996 by which SWBT and all
SBC 272 affiliates are strictly prohibited from providing or in

any way assisting in the operation, installation or maintenance
of the other's network.

- Any corporate, civic or commercial
organ other than Southwestern Bell Telephone
Company or its affiliates.

ted - Those Activities that have
CC in a manner that preempts

- Services provided by SWBT to a
272 affiliate are not subject to the 50% threshold to establish
prevailing price. Because the services provided by SWBT to
the 272 affiliate must be provided to unaffiliated carriers ina
non-discriminatory manner, the price is presumptively
prevailing.

Prevailing Price - The price at which an entity actually
provides a service or asset to the general public in a
substantial number of transactions. As further defined for
affiliate transaction purposes, Prevailing Price is established
only if sales of a particular asset or service to nonaffiliated
third parties encompasses greater than 50% of the total
quantity of such product or service sold by an entity for the
time period consisting of the current calendar year plus the
prior calendar year.

PROPRIETARY

Not for use or disclosure outside Southwestem Beil
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3.129  Product Manager - A Marketing representative

responsible for the life cycle management of assigned
products or services. The Product Manager may be

appointed to act as a Contract Administrator for a specific
contract.

3.130 Regulated - All Activities that are classified as common
carrier communication services for purposes of Title || of
the Communications Act of 1934, as amended. This
includes state-dereguiated basic services where the
activities are reflected in interstate tariffed offerings and
are detariffed or otherwise subjected to some form of
deregulation in one or more states. Activities .
dereguiated in the interstate jurisdiction that are not
presmptively deregulated and items that are deregulated
in the intrastate jurisdiction but are reguiated in the
interstate jurisdiction are aleo to be ciassified as
Reguiated. Activities ciassified as Incidental also receive
reguiated accounting and cost aliocation treatment.

3.131 Section 272 - The section of the Telecommunications Act
of 1996 which defines seperate affiiiate requirements for
competitive activities. (See aiso "272 Affiliate" and "272
Oversight Team®)

3.132  Service Provider - A representative from the department
that provides an Activity under contract to outside entities
or affiliates. The Service Provider may act as the
Contract Administrator.

3.133  Iariffed - Those Activities that are provided pursuant to
documents filed with state or federal reguistory
authorities. These documents (tariffs) contain terms and
conditions under which the activity is provided, describe
the activity and provide a method for determining the
rates.

PROPRIETARY

Not for use or disclosure outside Southwestem Beil
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3.134 272 Affiligte - A structurally separate affiliate as required
by Section 272 of the Telecommunications Act of 1996
that engages in manufacturing activities, interL ATA
telecommunications services except those classified as
incidental, or interLATA information services.

3.135 272 Oversight Team - Provides expedited review of all
proposed affiiiate transactions between SWBT and any
subsidiary of SBC that is either currently operating under
272 structural separations rules or slated to do so in the
future, in order to assure that the proposed transactions
comply with the structural and transactional requirements
and the non-discrimination ssfeguards. (Caution:
Provision or receipt of interLATA services without prior
review by the 272 Oversight Team couid severely
damaege SBC's authonlty to offer interLATA services.)

Because SWBT s under legal obligation to provide a
point of interface for our own 272 affiiiates that is
identical to that provided to unaffiiated third parties,
there are two seperate points of contact for this 272
Oversight Team:

- Al requests from a 272 affate for SWBT products or
services shouid be directed to the existing customer
contact point appropriete for the service being
ordered (BSC, CPAT, Regional Marketing, etc.)

- AN other proposed affiiete transactions involving a
272 affifiete should be submitted by the close of
business each Wednesday, in writing, to Mary Marks
- Senior Attorney, in care of Corine Duft
(cd4537@monmei.sbc.com) prior {0 provision or
raceipt of any servigs. Requests should contain a
cleer, concise statement of the facts, together with
any supporting documentation which serves to better
illuminate the request.

PROPRIETARY

Not for use or disciosure outside Southwestem Baell
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40 R TORY R IREMENT

4.1 All Nontariffed transactions between SWBT and outside entities
must be treated in accordance with regulatory rulings to ensure
that the SWBT regulated business activities are not subsidizing
any other business activities. All such transactions are subject to
scrutiny by federal and state regulators.

42 The FCC in CC Docket 88-111 initiaily set forth the rules for
ensuring appropriate cost allocation treatment between Regulated
and Nonregulated Activities, established limitations on Incidental
Activities, and defined Affiliate Transaction accounting safeguards.

The rules goveming afMiiate transactions were ame. inCC
Docket 96-150.

4.3  Part 64 of the FCC Rules and Regulations documents the cost
allocation requirements established by the FCC. The CAM that
SWBET has filed with the FCC complies with the provisions of Part
64. An annual CAM audit is performed to monitor compliance with
the cost allocation requirements. A biennial external audit of
Section 272 affiiiate transactions will be required and will include
Jjoint federal and state reguiatory perticipation.

44 Part 32 of the FCC Rules and Regulations includes instructions for
the accounting treatment to be accorded to both Reguiated and
Nonreguiated activities, including Nontariffed contract Activities
and affiliate transactions. The T Accounts Manual provides
the detail necessary for appropriate SWBT reporting to ensure
compliance with Part 32.

4.5 Part 368 of the FCC Rules and Regulations provides requirements
for the handling of Activities in relation to the jurisdictional
separations process.

468 Incidental InterLATA services must be accounted for on SWBT
books and records as nonregulated activities. FCC notification
requirements exist with respect to new nonregulated activity

47  The purpose of the sections that follow is to establish the
procedures to be followed by all departments of SWBT for the
contract administration of nontariffed activities provided under
ahblhhm prooodto mrym p:om“ .moompﬁtnb:m the

the ures assure
FCC affiiate transaction accounting safeguards for both sales to,
and purchases from affiliates.

PROPRIETARY

Not for use or disciosure outside Southwestern Bell
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4.8 Unique procedures may be required for the provision/receipt of
nontannped' services or affiliate services to/from companies
involved in merger activities with SBC and/or SWBT, such as the
SBC merger with Pacific Telesis. See Attachment 3 for merger
contact information to learn more about any such procedures.

PROPRIETARY

disclosure outside Southwestern Bell
Tm cg'mpany except under written agreement.
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5.0 FICATION PR TQ AFF

Caution: No contract for a 272 affiliate can come through this process prior to

legal and regulatory review by the 272 Oversight Team.

5.1 As soon as an employee becomes aware of a new or potential
nontariffed SWBT service offering, a Letter of Notification must
immediately be sent to the Cost Allocation Manual (CAM) contact
for formai classification of the service as regulated nontariff,
incidental or nonregulated. See Attachment 1, page 1 for details.

52 The mjgg:l:uiﬂution process occurs only once for sach
service uniess there are significant changes in the service being
offered. On the other hand, the mn&'dmiﬂcaﬁon process
outiined below applies to ail affiliate sales contracts. If the service
to be offered is just ancther occurrencs of a service that has
already been classified and the buyer is not an affiliate, this
Operating Practice is not applicable. - :

5.3  Once the CAM Contact has classified the service as regulated
nontariff, incidental or nonreguiated, enter the contract
classification process as described in:

Section 8 for services that have been classified as reguiated
nontariff,

Section 7 for services that have been ciassifled as incidentai
activities, and

Section 8 for services that have been ciassified as
nonregulated.

|Mmm;mw.ﬁmmhi:s%ﬂn
the normal course of business, and is being considered for offering

to affiiates onlv.

Theee ures ensure that 1) all affiiate contracts are reviewed
by the Coordinator and the CAM Attormey, 2) the SWBT
CAM is as necessary, and 3) copies of the contracts are

provided to the appropriate reguiators, and 4) any necessary fully
distributed cost studies andrf.a?r market vaiue studies are
completed, for previously classified services to be provided to an
affiliate. :

PROPRIETARY
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5.4  Based on the information provided, the CAM contact will classify
the service as Regulated, Nonregulated, or Incidental. If
exception time r:‘pomng is required as in the case of Nonregulated

services the CAM contact will provide the time reporting
information.

55 Upon receipt of the service ciassification information from the CAM
contact, the formal contract classification begins. The process for

contract classification depends on the service classification as
determined by the CAM contact.

58  Contract classification procedures are found in the following
sections.

Section 6 — Regulated Nontariff
Section 7 - Incdental
Section 8 — Nonregulated.

5.7  The department that negotiates the contract is responsible for
appointing a Contract Administrator for the contract. Once the
contract is negotisted, the department that is actually providing the
service (Service Provider) must appoint a manager to assume the
role of Contract Administrator and to perform the ongoing
reporting and oversight of the contract that will be
necessary over the life of the contract.

5.8  The Contract Administrator is responsible for certain activities as
defined in the following sections of this practice.

PROPRIETARY
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60 R TJEDN ARIFF T T IFICAT
Caution: No contract for a 272 affiliate can come through this process prior to

legal and regulatory review by the 272 Oversight Team.

8.1 The classification of Regulated nontariff indicates that the service
is one of the following types of activity:

a. acommon carrier communications service for purposes of
Title |l of the Communications Act of 1934, as amended:

b. acommon carrier offering subject to forbearance,
streamliined or other decreased regulation;

c. an ity Reguiated in the interstate jurisdiction that ma
be m or dersgulated in the sm’a; or Y

d.  an Activity that is Dereguilated only in one jurisdiction, and
Reguisted in the other jurisdiction. For exampie, if the
is dereguiated in the interstate jurisdiction and the
dereguiation is not preemptive.

8.2 Am%ummm“mmm»inmm
transaction. Exceptions for treatment of affiliste transactions are

noted in the ' hs of this section. Services
provided M'?ﬂmm in Section 13-Affiliate
Services.

8.3  Upon ciassification of regulated by the CAM contact the Contract
Administrator begins the contract classification process.

potential contract, the new product, service or
Activity must be assessed for marketability.

a. Send the letter of request to the Marketing
Assessment Address identified in Attachment 3.

b. Provide a description of the product, servics, or
Activity.

¢. Describe the targeted market for the product,
service or Activity.

d. If the result of the assessment is to introduce &
regulated nontariffed (contract) service, then
contracts would be negotiated with the buyer.
Negotiation is addressed later in this section.

PROPRIETARY

Not for use or disclosure outside Southwestemn Bell
Telephone Company except under written agreement.
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6.302

Step 2

A cost study is required for each new or renegotiated
contract for the provision of Nontariffed Activities. The
cost study results will be provided to the Product
Manager for use as a cost floor reference. For generic
contracts and contracts where the pricing elements
remain the same, one cost study will suffice.

1) The type of cost method used will be based on
the classification of the c%‘:tgrz«:t.

a. For contracts with Nonaffiliated third parties
that are classified as Regulated, an
incremental unit cost study will be used as the
cost floor reference for establishing the price.

b.  For contracts with Affiliates, a Fully Distributed
Cost study as promulgated in 47 C.F.R. 32.27 and
47 C.F.R. 64.901, will be used as the cost
comparison to an estimated fair market evaluation
for those services for which a prevailing price does
not exist. SWBT will record as revenue the higher
of estimated fair market value and FDC. Estimated
Jair market value studies will be performed with the
assistance of the Area Manager-Affiliate Services
(Tom Powers, 314-235-9559) using unaffiliated
third party price lists, quotes or a business research
consultant's assistance. A prevailing price can only
be established if more than 50% of an individual
service or item quantity is sold to unaffiliated third
parties. Documentation supporting the
determination that a prevailing price is established
must be provided o the Area Manager-Affiliate
Services.

(Note: State jurisdictions may have cost rules
equivaient to or the same as a tariff for certain
services. A legal review will assist in this
determination.

2) To request a cost study, a letter shouid be sent to

) m?&usmummmmmm
Attachment 3. Questions may be refered to the
Cost Studies Contact identified in Attachment 3.
The following information is required.

PROPRIETARY

Not for use or disclosure outside Southwestermn Bell
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Provide a description of the contract, the
contract period, and a description of each
pricing element (such as per unit, per month,

Provide ail non-recurring cost elements (one-
time and/or start-up) by state and the
anticipated date the costs will be incurred.

Provide all recurring cost elements associated
with capital investments; i.e., all equipment,
account codes, installation hours, engineering
hours, vendor fees, p tax and
maintenance exponut:édo lars or hours) by
date the costs will be

a.
per hour, etc.).

b.

c.
state and the anticipa
incurred.

d.

For labor efforts (recurring and non-recurring)
rovide the Responsibility Code (RC), the Job
unction Code (JFC), the job level, the number

of peopie and the hours required by state to

perform the function. Also indicate how the
time was determined (e.g., time and motion
study, experience, etc.).

3) The Cost Studies organization will perform a cost
study based on the classification of the contract.

Cost Studies personnel may request additional
information, as needed, from the Service
Provider and/or the Contract Administrator.

Cost Studies personnel will develop the annual
costs associated with the Activity including
capital cost and operating expenses.

The cost study resuits for each pricing element
will be ided to the Marketing Department
to es h the price. The cost study can
usually be completed within two months from
the date of the request. Thiscostis
considered to be the cost floor for establishing
the price.

The cost study results may be provided to the

Separations organization for their use if
required.

PROPRIETARY

Not for use of disclosure outside Southwestem Bell
Telephone Company except under written agreement.
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8.302 Step3 gm%q
The pricing of specific contract Activities is normally done
by the Marketing organization uniess the contract is with
an affiliate, then the Area Manager-Affiliate Services
should be contacted. Regulated nontariff service pricing
for nonaffiliate services is coordinated through the Rates
organization. Three basic factors are considered when

determining price: market value, service value and cost
recovery.

a. Market value is a primary factor in setting price. If
a comparabie service, product or activity exists in
the open marketplace, the price should be set in
relation to that market price. .

b. if a market comparable is not available, service
value can be used in utmtho price. The value
of a service, product or ity may be what the
customer is willing to or it would cost the
customer to perform the service internally.

c. However, both market vaiue and service value
pricing must recover cost as determined by the
cost studies group and shouid allow for a
reasonable contribution. The higher of estimated
fair market vaive and FOC will be recovered for
services provided to affiiiates if prevailing price
critenia are not met. A prevailing price can only be
established if more than 50% of an individual
service or item quantity is soid to unaffiiiated third
parties. Documentation supporting the
determination that a prevailing price is established
must be provided to the Area Manager-Affiliate
Services.

PROPRIETARY
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6.303

6.304

6.305

6.308

8.307

6.308

Step 4 Negotiation

For each contract, coordination must occur between the
Buyer, the Service Provider and either the Product
Manager or a Contract Manager to negotiate terms for a
formal contract. Negotiation assistance and guidance is
available from the Marketing and Legal Departments and
where appropriate, the Procurement Department.
Specificaily, the group that sets the price for a particular
service can provide contract negotiation or
recommendations on contract content. Prior to signing,

all contracts are required to be submitted for legal review,
as indicated below.

Step 5 Legal B%m

Each Cm y ministrator must ffrwa.rd to the '
approp state or Headquarters Legal Department the
contract for review before the contract is signed. If the
contract covers an affiliate transaction, the CAM Attorney
must aiso review the contract prior to signing.

Step 6 i
U:oﬁpn retum review and if necessary the CAM
Attomey review, the Contract Administrator must obtain

the appropriate signatures of the buyer and SWBT
(according to th:‘gehoduh of Authorizations).

Step 7

immed the contract is signed the Contract
Administrator must prepare the 1161 as described in
Attachment 1. The SW-1161 is forwarded to the
Contract Coordinator listed in Attachment 2 for formal
classification. A copy of the signed contract must be
attached to the SW-1161.

 Coordinator will review the contract and
161 indicating concurrence with the
classification of the activity as noted on the SW-1161.

The Contract Coordinator must obbain riate Legal
nt representstive signature inmgg that
has reviewed the contract and agrees with the
classification.

PROPRIETARY

Not for use or disclosure outside Southwestem Bell
Telephone Company except under written agreement.
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6.4

6.5

8.309 Step 10 MBW
Upon return of the SW-1161 with the proper signatures

as defined in steps 8 and 9, each Contract Administrator
must coordinate with the Contract Coordinator (see
Attachment 2) who will contact Accounting
Classifications, when necessary, to ensure that the
proper account classifications are determined for
financial reporting purposes.

The accounting for Regulated Nontariffed Activities
provided under contract is consistent with Regulated
Activities provided under federal or state tariffs. All
expenses are charged directly to the appropriate
expense accounts as incurred. The revenues from these
sefvices are credited to the appropriate revenue
accounts consistent with the recording of revenues for
similar services under tariff.

6.310  Step 11 Repaina & Tacking
Each Contract Administrator will determine the

) , the Contract Administrator myst
coordinate with the Contract Coordinator to establish
procedures for the lﬂllhg g'a.nbsiaeﬁon‘:;or
mmggof’ ' Am'pmvi«d"by Tis

Billing for contracts classified reguiated non-tariff
i;mt::‘grough CRIS, CABS, or revenue special

contracts that have been classified reguiated nontariff and
Ilhl‘dlmacﬁon via Form SW-11681 will be used by the Contract
Coordinator in updating the SWBT CAM filed with the FCC.

Each Contract Administrator must 'grrovide
i as requested by the Separations organization
fulfling FCC requirements for appropriate Separations treatment.
Questions msay be raferred to the Separations Contact listed in
Attachment 3.

PROPRIETARY

Not for use or disclosure outside Southwestemn Beil
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~ 6.6 Bgmﬂ Each contract should be reviewed by the Contract
A y

ministrator on an annual basis to determine if there have been

any changes that may require the contract to be reentered into the
classification process.

6.7 ggngéhgm If a contract is cancelled, the Contract Administrator
should write "CANCELLED on (date)" in red ink at the top of the

original SW-11681, and return the form to the Contract Coordinator.
In addition, the Contract Administrator must ensure that the

ongoing reporting associated with the contract Activities is
terminated appropriately.

PROPRIETARY

disclosure outside Southwestern Bell
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70 IN TAL AGTIVITI NTRACT IFICATI

“Caution: No contract for a 272 affiliate can come through this process prior to
legal and regulatory review by the 272 Oversight Team.

71 The classification of Incidental Activity indicates that the service is
considered:

a.  Anoutgrowth of Regulated operations; and
b. anon-line-of-business Activity; and

c.  has been traditionally treated as Incidental. (Listed in.
Section 3 of the SWBT CAM)

72 A service may be classified as both an Incidental Activity and an
affiiiate transaction. Exceptions to incidental treatment for affiiiate
transactions are noted in the following paragraphs. Services
provided oply to affiliates are addressed in jon 13-Affiliate
Services.

7.3  Upon classification as an incidental activity by the CAM contact
the contract administrator begins the formal classification process.

7.301 Step 1
For each contract, new service or Activity must be
assessed for marketability.

A letter of request for the assessment of a new product,
service or Activity shouid be handled as follows:

a. Send the letter of request to the Marketing
Assessment Address identified in Attachment 3.

Provide a description of the service, or Activity.

¢. Describe the targeted market for the product,
service or Activity.

d. If the result of the assessment is to introduce an

incidental activity (contract) service, then contracts
would be negotiated with the buyer.

PROPRIETARY

Not for use or disclosure outside Southwestern Beil
Telephone Company except under written agreement.
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A cost study is required for each new or renegotiated
contract for the provision of Incidental Activities. The
cost study results will be provided to the Product
Manager for use as a cost floor reference. For generic
contracts and contracts where the pricing elements
remain the same, one cost study will suffice.

1) The type of cost methodology used will be based on
the classification of the contract.

2

For contracts with Nonaffiliate third parties that
are classified as Incidental Activity, an
incremental unit cost study will be used as the
cost floor reference for establishing the prics.

For contracts with Affliiates, a Fully Distributed
Cost as required by the FCC rules as
promulig in 47 C.F.R., Part 32.27 and 47
C.F.R., Part 84.901 will be used as the cost
comparison to an estimated fair market evaluation
Jfor those services for which a prevailing price does
not exist. SWBT will record as revenue the higher
of estimated fair market value and FDC. Estimated
ir market value studies will be performed with the
assistance of the Area M r-Affiliate Services
(Tom Powers, 314-235-9559) using unaffiliated
third party price lists, quotes or a business research
consultant's assistance. A prevailing price can only
be established if more than 50% of an individual
service or item quantity is sold to unaffiliated third
parties. Documentation supporting t
determination that a prevailing price is established
must be provided to the Area Manager-Affiliate
Services.

To request a cost study, a letter should be sent to
thort.:gct Studies Request Address identified in
Attachment 3. Questions may be referred to the
Cost Studies Contact identified in Attachment 3.
The following information is required.

PROPRIETARY
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Telephone Company except under written agreement.



Southwestern Bell Telephone Company
Operating Practice 125

Nontariffed Activities and Affiliate Transactions

Page 3
June 1997

3)

Provide a description of the contract, the
contract period, and a description of each

pricing element (such as per unit, per month,
per hour, etc.).

Provide all non-recurring cost elements (one-
time and/or start-up) by state and the
anticipated date the costs will be incurred.

Provide all recurring cost elements associated
with capital investments; i.e_, all equipment,
account codes, instailation hours, engineering
hours, vendor fees, p tax and
maintenance expenses (dollars or hours) by

state and the anticipated date the costs will be
incurred.

For labor efforts (recurring and non-recurring)
rovide the Responsibility Code (RC), the Job
unction Code (JFC), the job level, the number

of people and the hours required by state to

perform the function. Also indicate how the
time was determined (e.g., time and motion
study, experience, etc.).

The Cost Studies organization will a cost
study based on the classification of the contract.

Cost Studies personnel request additional
information, as needed, mfto.x\ the Service
Provider and/or the Contract Administrator.

Cost Studies personnel will develop the annual
costs associsted with the Activity including
capital cost and operating expenses.

The cost study results for each pricing element
will be ided to the Marketing Department
to ish the price. The cost study can
usually be completed within two months from
the date of the request. Thiscostis
considered to be the cost floor for establishing
the price.

The cost study results may be provided to the

Separations organization for their use if
required.

PROPRIETARY
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7.303

7.304

Step 3 PJ"'”F

The pricing of specific contract Activities is normally done
by the Marketing organization uniess the contract is with
an affiiate, then the Area Manager-Affiliate Services
should be contacted. Regulated service pricing for
nonaffiliate incidental services is coordinated through the
Rates organization. Three basic factors are considered

when determining price: market value, service value and
cost recovery.

a. Market value is a primary factor in setting price. If a
comparable service, product or activity exists in the
open marketpiace, the price should be set in
relation to that market price. /f the Incidental activity
is similar to a tariffed activity, the tariffed rate may
be a primary price determinant.

b. If a market comparable is not available, service
value can be used in setting the price. The value of
a service, product or Activity may be what the
customer is willing totg:yorwhatitwould cost the
customer to perform the service internally.

¢c. However, both market value and service value
m recover cost pius some reasonable
. In the case of services to affiliates the
higher of estimated fair market vaiue and FDC must
e A brovaiing price oan anly 5e satabished i
met. can [}
umﬁtym.n %lo u.i’:m.d mifdp;fﬂoomm
is S.
3ocwnonmlon supporting the defermination that a
prevailing price is established must be provided to
the Area Manager-Affiliate Services.

Step 4
For , coordination must occur between the
Buyer, the Service Provider and either the Product

or a Contract Manager to negotiate terms for a

contract. assistance and guidance is
availeble for the Mam.nd Legal Departments and
where , the Procurement Department.

, the that sets the price for a particular
manpmmmammor
recommendations on contract content. Priorto
execution, all contracts are required to be submitted for

legai review.

PROPRIETARY
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7.308

7.308

7.307

7.308

7.309

7.310

Not for

Step 5 '

Each Contract Administrator must forward to the
appropriate state or Headquarters Legal Department
each contract for review before the contract is signed.

For contracts with affiiiates, the CAM Attomey must aiso
review the contract prior to signing.

Step 6 Qm%i&mm
Upon return legal review the Contract Administrator

must obtain the appropriate signatures of the buyer and
SWBT (according to the Schedule of Authorizations).

Step 7 Wﬁﬂ
Tt?opContnct ministrator must prepare a SW-1181 as

described in Attachment 1. The Contract Administrator
must forward the SW-11681 to the Contract Coordinator
listed in Attachment 2 to obtain the formal ciassification.

A signed copy of the contract must be attached to the
SwW-1161.

Step 8

Tl?op review the contract and
sign the SW-1181 to indicate ‘s%'i"'""“"'"‘ the
ciassification as noted on the 1161.

N » |}:' el
the CAM Attorney on the SW-1161 to ind
concurrence with the classification of the incidental
service contract.

Cortiract Adminlstrator m

o e e
that the proper account classifications are determined for
financial reporting purposes.

Expense and revenue accounting for Incidental Activities
under contract is consistent with Regulated
Activities provided under federal or state tarrs.

PROPRIETARY
use or disclosure outside Southwestem Beil

Teisphone Company except under written agreement.
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74

75

78

7.311  Step 11 Em.nmum.lmmm?
Each Contract Administrator will determine the

appropriate tracking system and must ensure that the
details of the ongoing contract Activities are provided by
the Service Provider to the appropriate billing and
tracking systems. If the Incidental Activity contract is for
a service to be provided to Affiliates the Contract
Administrator coordinate with the Contract
Coordinator listed in Attachment 2 to establish
procedures for trpckinx the Affiliate Transactions for
reguiatory reporting. A list of the Incidental Activities and
the Contract Administrators is provided in Attachment 4.
Roportinﬁ for the billing and of contract
incidental Activities provided by T is reported to the
Comptrolier's office through one of the following
accounting processes:

a. Revenue special bi is the methodology for
contracts classifled b'"mmm l(includibg;
nmqugmwmmmaa) except as
n no.

b. The Technical Services Billing System may be used
forbilﬁngtoAMforcommmddonm’;uvicos.

as cannot ex ,in , oNG of tota
forR N A:ity 'mibhfor
is respons
tracking the incidental revenues and for reporting the total annual
revenues for each incidental Activity to the Contrect Coordinator.
Onmmwm.mmamlhmonminformﬁonis
MMchm. Coordinator will initiate a
request to the | Contract Administrators for
reporting the total annual revenues associated with each
Incidental Activity.

The contracts that have been classified via Form SW-1161 will be
used by the Contract Coordinator in updating the SWBT CAM filed

:

W Each Contract Administrator must fg:ovide
‘ reqL sested the s.p.m i
‘ FCC 1 roqc.umﬂomts:'y for ate $ treatment.
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